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Dear Fe

Ihmks to our remarkahle workforce, 2009 was a great vear for Comfort Systems USA,
as we successfully overcame challenging economic conditions.
We earned operating income of $57 mitlion ($0.89 per dilured share) on revenues of
$1.1 hillion. We achieved 5.0% operating income, compared with 6.0% in 2008 and 4.5% in
2007. We had positive cash flow from operations of $46 million and ended the year with an

increased cash halance of $128 million, all while acquiring new operations, paying dividends,

and reducing our share count.




We distributed $7 million in dividends o our stockholders and spent $13 million

on share repurchases during the year. Our 2009 accomplishments demonstrate that
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environment.

What we do is

ntiol ~ in any economy

We design, build, maintain, repair, and retrofit mechanical systems that are required in
any economic environment. Heating, ventilation, air conditioning, plunibing, and mechanical
process systems are essential in buildings big and small. In the toughest of times, we benetit
from being the providers of a necessity, and we benefit because we service systems that need

constant maintenance, repair, and replacement in order to meet their intended purpose.
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AS [Il&’ economic downturn ‘I’ILL

strained ours and other industries, we have taken steps

to foster our success
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resources for future opportunities. Our solid earnings and cash flow are the direct results of
than tavorable conditions.

our focus on meeting the needs of our market segments under |

2010 huilding on our enduring strengths, working to earn greater shares of

We enter
existing markets, and conrinuing to expand into new markets through strategic scquisitions

\"i’b Srong new partners,

You can be confident in our people
nfront economic challenges, the quality of our workforce s the single best

reason for you to continue to place confidence in us. Comfort Systems USA is home to the

O

As we co

best workforee in our industry; their skills and commitment are our most valuable assets.
We will continue to build our success on the dedication, expertise, and experience of

our people, and we will provide them with the training, tools, and proce

e to become ever

more productive.

(S millions)

Operating Cash Flow
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We are confident in the future
Despite weakness in the global economy, we believe that 2010 will be w profitable year

for us, but we do not expect o achieve the same margins that we realized in 2009, However,

1,
we D

lieve that our shortterm challenges are likely to lead o long-term gains as we outpace

our competition and gain market share. Our investments i our people and business have

positioned us to continue value growth for many years to come.

We will continue to prudently deploy cash and manage cash flows o increase the value of

AL We have enjoved several successtul acquisitions in recent years, including

1

Comfort Systems U

anessee, at the close of 2009,

new companies in Raleigh, North Carolina, and Nashville,
We are optimistic that other excellent acquisition opportunities and values will be there for
us in the coming quarters,

Despite recent declines in the economy, our backlog is stronger than at similar potnes

in past downrurns, and it is concentrated in markets and locations with strong track records.

H

As we have proven in past years, our culture, which was formed 10 adverse market

conditions, fosters a company-wide resolve and the energy to fully maximize opportunity

JUY!HQ an econonmic &}U\\'}‘NL!HL

We believe that for our company and our stockholders, the best s vet 1o come. Thank

1 “ o
I ¢

vou for your confidence in us. We will continue working to make Comfore Systems USA ever

hetter and more valuable.

Respectfully,

William George

I n
i

resident “xecutive Vice President

Chairman

and Chief Executive Officer and Chief Operating Officer  and Chief Financial Officer
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‘xplanation o

ur For

omfort Systems USA is committed to providing clear and comprehensive information

about our financial pertormance. Our 2009 Annual Report includes the complere Form 10K,

which is the report that all ULS, v held companies are required to tile annually with the

Securities and Exchange Commission.

The information contained in the Form 10-K is separared into Parts, which are then

separated into lrems. Qur Form 10-K has four parts:

Part 1 Qur Business
In-depth descriptions of our husiness and industry, strategy, comperition, employees, company
risk factors, and properties.

Part ii: Cur Financiol Performance

N 5

Management's discussion of our results of operations and financial condition, our financial

statements, notes, é\HJE Sli{‘}*i(’iﬂt‘]likii“\" J;l[a.

Part Hi: Qur Management

A discussion of our code of ethics and directions tor those who wish to obrain furcher information.

Part 1V Exhibits

Certain executives’ and directors’ signatures and a list of exhibits.




UNITED STATES
SECURITIES AND EXCHANGE COMMISSION

Washington, D.C. 20549

Form 10-K

ANNUAL REPORT PURSUANT TO SECTION 13 OR 15(d)
OF THE SECURITIES EXCHANGE ACT OF 1934
For the Fiscal Year Ended December 31, 2009
Commission file number: 1-13011

Comfort Systems USA, Inc.

(Exact name of registrant as specified in its charter)

Delaware 76-0526487
(State or Other Jurisdiction (ILR.S. Employer
of Incorporation or Organization) Identification No.)
675 Bering Drive
Suite 400

Houston, Texas 77057
(713) 830-9600
(Address and telephone number of Principal Executive Offices)
Securities registered pursuant to Section 12(b) of the Act:

Name of Each Exchange on
Title of Each Class which Registered

Common Stock, $.01 par value New York Stock Exchange
Securities registered pursuant to Section 12(g) of the Act: None

Indicate by check mark if the registrant is a well-known seasoned issuer, as defined in Rule 405 of the Securities
Act. Yes [1 No

Indicate by check mark if the registrant is not required to file reports pursuant to Section 13 or 15(d) of the
Act. Yes [1 No

Indicate by check mark whether the registrant (1) has filed all reports required to be filed by Section 13 or 15(d) of
the Securities Exchange Act of 1934 during the preceding 12 months (or for such shorter period that the registrant was
required to file such reports), and (2) has been subject to such filing requirements for the past 90 days. Yes No [J

Indicate by check mark whether the registrant has submitted electronically and posted on its corporate Web site, if
any, every Interactive Data File required to be submitted and posted pursuant to Rule 405 of Regulation S-T (§ 232.405
of this chapter) during the preceding 12 months (or for such shorter period that the registrant was required to submit
and post such files). Yes 0 No

Indicate by check mark if disclosure of delinquent filers pursuant to Item 405 of Regulation SK is not contained
herein, and will not be contained, to the best of the registrant’s knowledge, in definitive proxy or information statements
incorporated by reference in Part III of this Form 10-K or any amendment to this Form 10-K.

Indicate by check mark whether the registrant is a large accelerated filer, an accelerated filer, a non-accelerated
filer, or a smaller reporting company. See definitions of “large accelerated filer,” “accelerated filer” and “smaller
reporting company,” in Rule 12b-2 of the Exchange Act. (Check one):

Large accelerated filer (] Accelerated filer Non-accelerated filer [ Smaller reporting company [J
(Do not check if a smaller
reporting company)
Indicate by check mark whether the registrant is a shell company (as defined in Exchange Act Rule 12b-2).
Yes [1 No

The aggregate market value of the voting stock held by non-affiliates of the registrant at June 30, 2009 was
approximately $391.5 million, based on the $10.20 last sale price of the registrant’s common stock on the New York
Stock Exchange on June 30, 2009.

As of February 26, 2010, 37,915,511 shares of the registrant’s common stock were outstanding (excluding treasury
shares of 3,207,854).
DOCUMENTS INCORPORATED BY REFERENCE
The information required by Part III (other than the required information regarding executive officers) is
incorporated by reference from the registrant’s definitive proxy statement, which will be filed with the Commission not
later than 120 days following December 31, 2009.




FORWARD-LOOKING STATEMENTS

This report contains forward-looking statements within the meaning of the Private Securities Litigation
Reform Act of 1995. These statements are based on the current plans and expectations of future events of
Comfort Systems USA, Inc. and involve risks and uncertainties that could cause actual future activities and
results of operations to be materially different from those set forth in the forward-looking statements.
Important factors that could cause actual results to differ include, among others, the use of incorrect
estimates for bidding a fixed-price contract, undertaking contractual commitments that exceed our labor
resources, failing to perform contractual obligations efficiently enough to maintain profitability, national or
regional weakness in construction activity and economic conditions, financial difficulties affecting projects,
vendors, customers, or subcontractors, our backlog failing to translate into actual revenue or profits,
difficulty in obtaining or increased costs associated with bonding and insurance, impairment to goodwill,
errors in our percentage-of-completion method of accounting, the result of competition in our markets, our
decentralized management structure, shortages of labor and specialty building materials, retention of key
management, seasonal fluctuations in the demand for HVAC systems, the imposition of past and future
liability from environmental, safety, and health regulations including the inherent risk associated with
self-insurance, adverse litigation results and other risks detailed in our reports filed with the Securities and
Exchange Commission. A further list and description of these risks, uncertainties and other factors are
discussed under “Item 1A. Company Risk Factors.” These forward-looking statements speak only as of the
date of this filing. Comfort Systems USA, Inc. expressly disclaims any obligation or undertaking to release
publicly any updates or revisions to any forward-looking statement contained herein to reflect any change in
our expectations with regard thereto or any change in events, developments, conditions or circumstances on
which any such statement is based.

PART 1

The terms “Comfort Systems,” “we,” “us,” or “the Company” refer to Comfort Systems USA, Inc.
or Comfort Systems USA, Inc. and its consolidated subsidiaries, as appropriate in the context.

ITEM 1. Business

Comfort Systems USA, Inc., a Delaware corporation was established in 1997. We provide
comprehensive heating, ventilation and air conditioning (“HVAC”) installation, maintenance, repair
and replacement services within the mechanical services industry. We have 43 operating units in 72
cities and 80 locations throughout the United States.

We operate primarily in the commercial, industrial and institutional HVAC markets, and perform
most of our services within office buildings, retail centers, apartment complexes, manufacturing plants,
and healthcare, education and government facilities. In addition to standard HVAC services, we provide
specialized applications such as building automation control systems, fire protection, process cooling,
electronic monitoring and process piping. Certain locations also perform related activities such as
electrical service and plumbing. Approximately 99% of our consolidated 2009 revenues were derived
from commercial, industrial and institutional customers and large multi-family residential projects.
Approximately 52% of our revenues were attributable to installation services in newly constructed
facilities and 48% were attributable to maintenance, repair and replacement services. Our consolidated



2009 revenues were derived from the following service activities, all of Wthh are in the mechanical
services industry, the single industry segment we serve:

Percentage of

Service Activity ' Revenue
HVAC . i e e e 77%
Plumbing ......... ... i 15%
Building Automation Control Systems .................. 3%
Other....... .ot 5%
Total ..o e e 100%

Our Internet address is http://www.comfortsystemsusa.com. We make available free of charge on or
through our website our annual report-on Form 10-K, quarterly reports on Form 10-Q, current reports
on Form 8-K, and amendments to those reports filed or furnished pursuant to Section 13(a) or 15(d) of
the Exchange Act as soon as reasonably practicable after we electronically file such material with, or
furnish it to, the Securities and Exchange Commission. Our website also includes our code of ethics,
titled “Corporate Compliance Policy: Standards and Procedures Regarding Business Practices,” together
with other governance materials including our corporate governance guidelines and our Board
committee charters. Printed versions of our code of ethics and our corporate governance guidelines
may be obtained upon written request to our Corporate Compliance Officer at our headquarters
address.

Industry Overview

We believe that the commercial, industrial,-and 1nst1tut10nal HVAC industry has h1st0r1cally
generated annual revenues in excess of $40 billion. HVAC systems are necessary to virtually all
commercial, industrial and institutional. buildings as well as homes. Because most buildings are sealed,
HVAC systems provide the primary method of circulating fresh air in such buildings. In many instances,
replacing an aging system with a modern, energy-efficient HVAC system significantly reduces a
building’s eperating costs and improves air quality and HVAC system effectiveness. Older commercial,
industrial and institutional facilities often have poor air quality as well as inadequate air conditioning,
and older HVAC systems result in significantly higher energy costs than do modern systems. These
factors cause many facility owners to consider replacing older systems before the end of their
functioning lives.

Many factors positively affect HVAC industry growth, particularly (i) population growth, which has
increased the need for commercial, industrial and institutional space, (ii) an aging installed base of
buildings and HVAC environmental and energy efficiency equipment, (iii) increasing sophistication,
complexity, and efficiency of HVAC systems, (iv) growing emphasis on environmental and energy
efficiency, and (v) reduction or elimination of the refrigerants commonly used in older HVAC systems.
We believe these factors should increase demand for the reconfiguration or replacement of existing
HVAC systems and may also mitigate, to some extent, the effect on the HVAC industry of the
cyclicality inherent in the traditional construction industry. ‘

The HVAC industry can be broadly divided into two service functions:

* installation in newly constructed facilities, which provided approximately 52% of our revenues in
2009, and

¢ maintenance, repair and replacement in ex1st1ng fac111tles which provided the remalmng 48% of
our 2009 revenues.

Installation Services. Installation services consist of “design and build” and “plan and spec”
projects. In “design and build” projects, the commercial HVAC company is responsible for designing,



engineering and installing a cost-effective, energy-efficient system customized to the specific needs of
the building owner. Costs and other project terms are normally negotiated between the building owner
or its representative and the HVAC company. Companies that specialize in “design and build” projects
generally have specially-trained HVAC engineers, CAD/CAM design systems and in-house sheet metal
and prefabrication capabilities. These companies use a consultative approach with customers and tend
to develop long-term relationships with building owners and developers, general contractors, architects,
consulting engineers and property managers. “Plan and spec” installation refers to projects in which a
third-party architect or consulting engineer designs the HVAC systems and the installation project is
“put out for bid.” We believe that “plan and spec” projects usually take longer to complete than
“design and build” projects because the system design and installation process generally are not
integrated, thus resulting in more frequent adjustments to the technical specifications of the project and
corresponding changes in work requirements and schedules. These adjustments can occur during the
bid process or during the project itself, in either case adding weeks or months to the project schedule.
Furthermore, in “plan and spec” projects, the HVAC company is not responsible for project design and
other parties must also approve any changes, thereby increasing overall project time and cost.

Maintenance, Repair and Replacement Services. These services include maintaining, repairing,
replacing, reconfiguring and monitoring previously installed HVAC systems and building automation
controls. The growth and aging of the installed base of HVAC systems and the demand for more
efficient and sophisticated systems and building automation controls have fueled growth in this service
line. The increasing complexity of these HVAC systems is leading many commercial, industrial and
institutional building owners and property managers to increase attention to maintenance and to
outsource maintenance and repair, often through service agreements with HVAC service providers. In
addition, further restrictions have been placed on the use of certain types of refrigerants used in HVAC
systems, which, along with indoor air quality concerns, may increase demand for the reconfiguration
and replacement of existing HVAC systems. State-of-the-art control and monitoring systems feature
electronic sensors and microprocessors. These systems require specialized training to install, maintain
and repair, and the typical building engineer employed directly by a building owner or manager has not
received this training. Increasingly, HVAC systems in commercial, industrial and institutional buildings
are being remotely monitored through computer-based communications systems to improve energy
efficiency and expedite problem diagnosis and correction, thereby allowing us to provide maintenance
and repair services at a lower cost.

Strategy

We focus on strengthening operating competencies and on increasing profit margins. The key
elements of our operating strategy are:

Achieve Excellence in Core Competencies. We have identified six core competencies, which we
believe are critical to attracting and retaining customers, increasing operating income and cash flow and
creating additional employment opportunities. The six core competencies are: (i) customer cultivation
and intimacy, (ii) design and build expertise, (iii) estimating, (iv) job costing and job measurements,

(v) safety, and (vi) service capability.

Achieve Operating Efficiencies. We think we can achieve operating efficiencies and cost savings
through purchasing economies, adopting “best practices” operating programs, and focusing on job
management to deliver services in a cost-effective and efficient manner. We have placed great emphasis
on improving the “job loop™ at our locations—qualifying, estimating, pricing and executing projects
effectively and efficiently, then promptly assessing project experience for applicability to current and
future projects. We also use our combined purchasing to gain volume discounts on products and
services such as HVAC components, raw materials, services, vehicles, bonding, insurance and employee
bcneflts



Attract, Retain and Invest in our Employees. We seek to attract and retain quality employees by
providing them an enhanced career path from working for a larger company, the opportunity to realize
a more stable income and attractive benefits packages. Over the past few years we have made
substantial investments in training, including programs for project managers, field superintendents,
service managers, sales managers, estimators, and more recently, leadership and development of key
managers and leaders. We believe these programs can lead to significantly increased efficiency and
growth.

Focus on Commercial, Industrial and Institutional Markets. 'We primarily focus on the commercial,
industrial and institutional markets, with particular emphasis on “design and build” installation services,
and on maintenance, repair and replacement services. We believe that the commercial, industrial, and
institutional HVAC markets are attractive because of their growth opportunities, large and diverse
customer base, reduced weather exposure as compared to residential markets, attractive margins and
potential for long-term relationships with building owners, property managers, general contractors and
architects. We believe that although the end-use is ultimately residential, large multi-family projects
have many of the same characteristics as commercial construction. Although we plan to continue our
involvement in multi-family work, we have decided to focus a portion of our resources away from this
work and we expect that as a result, the portion of our work that is multi-family. will diminish
somewhat in the future. Approximately 99% of our consolidated 2009 revenues were derived from
commercial, industrial, and institutional customers and large multi-family residential projects.

Leveraging Resources and Capabilities. 'We believe significant operating efficiencies can be
achieved by leveraging resources among our operating locations. For example, we have shifted certain
prefabrication activities into centralized locations thereby increasing asset utilization in these centralized
locations and redirecting prefabrication employees into other operational areas. We also allocate our
engineering, field and supervisory labor from one operation to another to more fully use our employee
base, meet our customers’ needs, and share expertise. We believe we have realized scale benefits from
combining purchasing, insurance, benefits, bonding, and financing activities across our operations. We.
also believe larger regional and national commercial, industrial, and institutional entities can benefit
from consolidating their HVAC needs with service companies that are capable of providing those
services regionally or nationally. In response to this opportunity, we operate a national call center to
dispatch technicians to regional and national sites requiring service and use web-based proprietary
information systems to maintain information on the customer’s sites and equipment.

Maintain a Diverse Customer, Geographic and Project Base. 'We have what we believe is a.
well-diversified distribution of revenues across end-use sectors that reduces our exposure to negative
developments in any given sector. We also believe we have a reasonable degree of geographical



diversification, again reducing our exposure to negative developments in any given region. Our
distribution of revenues in 2009 by end-use sector was as follows:

Education. . . ...ttt e e 23%
L0177 4 1711 1<) 1 P 14%
Healthcare . ... ... . i e e 12%
Manufacturing .. ... ... . . e e 12%
Office Buildings . ........ ... . ity 11%
Multi-Family . ... ... e 9%
Retail/Restaurants . . . .. ... ittt e et et 8%
L0 11 1 1<) P 5%
Lodging and Entertainment . . . . ......... ... ..., 2%
Religious/Not for profit . . .. ... ... .. . .. i i e, 2%
DSt DUtION . . . e 1%
Residential ... ........ ... i i e 1%
Jotal .. e e 100%

Approximately 85% of our revenues are earned on a project basis for installation of HVAC
systems in newly constructed facilities or for replacement of HVAC systems in existing facilities. As of
December 31, 2009, we had 4,561 projects in process with an aggregate contract value of approximately
$1,924.8 million. Our average project takes six to nine months to complete, with an average contract
price of approximately $420,000. This relatively small average project size, when taken together with the
approximately 15% of our revenues derived from maintenance and service, provides us with what we
believe is a reasonably broad base of work for a company involved in the construction services sector.
A stratification of projects in progress as of December 31, 2009, by contract price is as follows:

No. of Aggregate Contract

Contract Price of Project ’ Projects Price Value (millions)
Under $1 million . .. .... e e 4,242 $ 638.8
$1million - $5million . .......... .. . 241 555.3
$5 million - $10 million .. ... ... ... 53 3725
$10 million - $15 million ........... ... ... . P 19 225.9
$15 million - $31 million ................ e 6 132.3
Total . ................. e e e e e e e e e 4,561 $1,924.8

Seek Growth Through Expansion and Acquisitions. 'We believe that we can increase our operating
income. by opportunistically entering new markets or service lines through expansion and acquisition.
We have based such expansion on existing customers, relationships or expertise, and expect to
selectively pursue such opportunities in the future. We continually seek opportunities to acquire
businesses that have attractive valuations and meet other criteria involving financial, operational,
management, and geographic considerations.

We are investing in initiatives to expand the proportion of our revenues that are service based. We
are actively concentrating our existing managerial resources on training and hiring experienced
employees to procure and profitably perform service work. In some locations we have added service
capability, and we believe our investments and efforts will stimulate growth in all aspects of the
commercial HVAC and service and repair business.



Operations and Services Provided

We provide a wide range of installation, maintenance, repair and replacement services for HVAC
and related systems in commercial, industrial and institutional properties. We manage our locations on
a decentralized basis, with local management maintaining responsibility for day-to-day operating
decisions. Our local management is augmented by regional leadership that focuses on core business
competencies, regional financial performance, cooperation and coordination between locations,
implementing best practices, and on major corporate initiatives. In addition to senior management,
local personnel generally include design engineers, sales personnel, customer service personnel,
installation and service technicians, sheet metal and prefabrication technicians, estimators and
administrative personnel. We have centralized certain administrative functions such as insurance,
employee benefits, training, safety programs, marketing and cash management to enable our local
operating management to focus on pursuing new business opportunities and improving operating
efficiencies. We also combine certain back office and administrative functions at various locations.

Installation Services. Our installation business related to newly constructed facilities, which
comprised approximately 52% of our consolidated 2009 revenues, involves the design, engineering,
integration, installation and start-up of HVAC, building automation controls and related systems. We
provide “design and build” and “plan and spec” installation services for office buildings, retail centers,
apartment complexes, manufacturing plants, health care, education and government facilities and other
commercial, industrial, and institutional facilities. In a “design and build” installation, working with the
customer, we determine the needed capacity and energy efficiency of the HVAC system that best suits
the proposed facility. We then estimate the amount of time, labor, materials and equipment needed to
build the specified system. The final design, terms, price and timing of the project are then negotiated
with the customer or its representatives, after which any necessary modifications are made to the
system plan. In “plan and spec” installation, we participate in a bid process to provide labor,
equipment, materials and installation based on plans and engineering specifications provided by a
customer, general contractor or consulting engineer.

Once an agreement has been reached, we order the necessary materials and equipment for delivery
to meet the project schedule. In many instances, we fabricate the ductwork and piping and assemble
certain components for the system based on the mechanical drawing specifications, eliminating the need
to subcontract ductwork or piping fabrication. Then we install the system at the project site, working
closely with the general contractor. Our average project takes six to nine months to complete, with an
average contract price of approximately $420,000. We also perform larger project work, with 319
contracts in progress at December 31, 2009 with contract prices in excess of $1 million. Our largest
project currently in progress has a contract price of $31.4 million. Project contracts typically provide for
periodic billings to the customer as we meet progress milestones or incur cost on the project. Project
contracts in our industry also frequently allow for a small portion of progress billings or contract price
to be withheld by the customer until after we have completed the work, typically for six months.
Amounts withheld under this practice are known as retention or retainage.

We also install process cooling systems and building automation controls and monitoring systems.
Process cooling systems are used primarily in industrial facilities to provide heating and/or cooling to
precise temperature and climate standards for products being manufactured and for the manufacturing
equipment. Building automation control systems are used in HVAC and process cooling systems to
maintain pre-established temperature or climate standards for commercial or industrial facilities.
Building automation control systems are capable not only of controlling a facility’s entire HVAC
system, often on a room-by-room basis, but can also be programmed to integrate energy management,
and monitoring for purposes of security, fire, card key access, lighting and other building systems. This
monitoring can be performed on-site or remotely through a computer-based communications system.
The monitoring system communicates an exception when a system is operating outside pre-established
parameters. Diagnosis of potential problems and remedial adjustments can often be performed
remotely from system monitoring terminals.



Maintenance, Repair and Replacement Services. Our maintenance, repair and replacement services
comprised approximately 48% of our consolidated 2009 revenues and include the maintenance, repair,
replacement, reconfiguration and monitoring of HVAC systems and industrial process piping.
Approximately two-thirds of our maintenance, repair and replacement revenues were derived from
replacing and reconfiguring existing HVAC systems for commercial, industrial, and institutional
customers. Replacement and reconfiguration are usually performed on a project basis and often use
consultative expertise similar to that provided in the “design and build” installation market.

Maintenance and repair services are provided either in response to service calls or under a service
agreement. Service calls are coordinated by customer service representatives or dispatchers that use
computer and communication technology to process orders, arrange service calls, communicate with
customers, dispatch technicians and invoice customers. Service technicians work from service vehicles
equipped with commonly used parts, supplies and tools to complete a variety of jobs. Commercial,
industrial and institutional service agreements usually have terms of one to three years, with automatic
annual renewals, and typically with 30-60 day cancellation notice periods. We also provide remote
monitoring of temperature, pressure, humidity and air flow for HVAC systems. If the system is not
operating within the specifications set forth by the customer and cannot be remotely adjusted, a service-_
crew is dispatched to analyze and repair the system.

Sources of Supply

The raw materials and components we use include HVAC system components, ductwork, steel,
sheet metal and copper tubing and piping. These raw materials and components are generally available
from a variety of domestic or foreign suppliers at competitive prices. Delivery times are typically short
for most raw materials and standard components, but during periods of peak demand, may extend to
one month or more. Over the last several years, many steel, iron and copper products, in particular,
have experienced significant price fluctuation and some constrained availability. We estimate that direct
purchase of these commodities comprises between 10% and 15% of our average project cost. We have
procedures to reduce commodity cost exposure; early buying of commodities for particular projects, or
for general inventory, as well as including escalation and escape provisions in project bids and contracts
wherever possible. The negative effects of unrecovered commodity cost inflation in our project results
have been modest, and are reviewed further in Item 7 “Management’s Discussion and Analysis of
Financial Condition and Results of Operations” later in this report.

Chillers for large units typically have the longest delivery time and generally have lead times of up
to six months. The major components of commercial HVAC systems are compressors and chillers that
are manufactured primarily by Carrier, Lennox, McQuay, Trane and York. The major suppliers of
building automation control systems are Honeywell, Johnson Controls, Siemens, York, Automated
Logic, Novar and Andover Control Corporation. We do not have any significant contracts guaranteeing
us a supply of raw materials or components.

We administer a portion of our procurement activities with Emcor Group, a larger publicly-held
provider of electrical and mechanical services and facilities management. This coordination includes
contractual arrangements with Emcor under which certain Emcor employees provide procurement
management services to us.

Cyclicality and Seasonality

Historically, the construction industry has been highly cyclical. As a result, our volume of business
may generally be adversely affected by declines in new installation and replacement projects in various
geographic regions of the United States during periods of economic weakness.

The HVAC industry is subject to seasonal variations. Specifically, the demand for new installation
and replacement is generally lower during the winter months (the first quarter of the year) due to



reduced construction activity during inclement weather and less use of air conditioning during the
colder months. Demand for HVAC services is generally higher in the second and third calendar
quarters due to increased construction activity and increased use of air conditioning during the warmer
months. Accordingly, we expect our revenues and operating results generally will be lower in the first
and fourth calendar quarters.

Sales and Marketing

We have a diverse customer base, with no single customer accounting for more than 2% of
consolidated 2009 revenues. Management and a dedicated sales force are responsible for developing
and maintaining successful long-term relationships with key customers. Customers generally include
building owners and developers and property managers, as well as general contractors, architects and
consulting engineers. We intend to continue our emphasis on developing and maintaining long-term
relationships with our customers by providing superior, high-quality service in a professional manner.
We believe we can continue to leverage 